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EDITORIAL DEPARTMENT NOTE 


To what extent is the business organization of the Federal 
government similar to the organization of a business corpora- 
tion and to what extent do the accounting and reporting 
methods of the Federal government resemble those of busi- 
ness corporations? These are the questions Mr. Bartelt an- 
swers in presenting a picture of the control of Federal ex- 
penditures from the viewpoint of the corporate accountant 
in the article in this issue of the Bulletin. In addition to 
describing present accounting methods for the Federal gov- 
ernment, Mr. Bartelt presents a statement of the principles 
which he feels should govern in the integration of the ac- 
counts in the operating agencies with the accounts in the 
Treasury Department. 

The author of this article is Edward F. Bartelt, Commis- 
sioner of Accounts and Deposits of the United States Treas- 
ury Department. Mr. Bartelt is a native of Illinois and 
received his early business training at the Gem City Business 
College, Quincy, Ill, and the Brookes School of Accountancy, 
Washington, D. C. For two years following his graduation 
from the Gem City Business College he served as Instructor 
in Bookkeeping and Banking. In addition, Mr. Bartelt studied 
for two years with the Pace Institute in Washington. Mr. 
Bartelt joined the U. S. Treasury Department in 1917, and 
has been with the government continuously since that time. 


Articles published in the Bulletin present many different 
viewpoints. In publishing them the Association is not spon- 
soring the views expressed, but is endeavoring to provide for 
its members material which will be helpful and stimulating. 
Constructive comments are welcomed and will be published 
in the Forum Section of the Bulletin. 
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CONTROL OF FEDERAL EXPENDITURES 


By Edward F. Bartelt, Commissioner of Accounts and 
Deposits, U. S. Treasury Department, 
Washington, D. C. 


T HAS been suggested that I deal with the control of Federal 

expenditures from the point of view of the corporate accountant. 
This is an interesting assignment because I like to look upon the 
management of the Federal Government very much as one would 
view a large business corporation. 

General Charles G. Dawes, speaking before the President of the 
United States and members of the President’s Cabinet as he 
launched the new budget system in 1921, made this important 
statement in comparing the management of the United States 
Government with that of a large corporation: 


This is * * * to be a * * * talk to you as business men, a part of the 
business administration to which I belong, which for the first time 
commences functioning under a President of a business corporation 
who is also the President of the United States. We all must under- 
stand at the inception of this business undertaking, the principles 
which are involved and the machinery which the law has called into 
action in order to give the President of the United States an oppor- 
tunity to become in fact, as he has been in theory, the head of Gov- 
ernmental business administration in the United States. The Presi- 
dent is simply putting into effect * * * a condition which exists in 
any business corporation, whether it be a bank or a manufacturing 
corporation. The President of the corporation bears a responsibility 
for the whole institution. 


Six months later, at a similar meeting of the business organiza- 
tion of the Government, General Dawes made another remark of 
great significance, a remark embodying one of the most funda- 
mental principles in business management. He said: 


Now, at the first meeting of the Government business organization 
last June, the President assumed, for the first time, his position of 
responsibility as the head of the business organization of Govern- 
ment. At that time there was no adequate machinery in the hands 
of the President for the transmission of Executive will and policy 
in the matter of routine business to the body of the business organi- 
zation. That first meeting, therefore, was devoted to an effort on the 
part of the President to arouse the business organization to the over- 
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whelming necessity for economy in governmental expendi 
tures—to bring to each mau the essential fact that he would be held 
personally responsible for participation in such a program. He let 
you know then that at the end of the year he would check you up, 
just as if he was in charge of a private business organization, to find 
out whether you had carried out his policy. * * * 


The thing I wish to point out here is that the control of ex- 
penditures requires not only careful planning but also a timely 
checkup to see whether approved plans are being carried out. 

One of the outstanding features of General Dawes’ adminis- 
tration of the Federal Budget was his effort to bring about team- 
work in the Government and a closer co-ordination of the activi- 
ties of the various Federal agencies. He encouraged the heads 
of Federal agencies to think in terms of the Government as a 
business entity rather than in terms of individual bureaus and 
offices. He inaugurated a practice of holding semi-annual busi- 
ness meetings, attended by the President of the United States, 
his budget director, members of the cabinet, and several hundred 
administrative officers. He established a system of setting up 
reserves for savings after appropriations were made. Such re- 
serves were subject to release by the heads of the departments, but 
the releases had to be reported to the Bureau of the Budget. 

As a further step to bring about economy through the co- 
ordination of effort, General Dawes made arrangements for the 
setting up of a number of different co-ordinating boards—Federal 
Hospitalization Board, Federal Liquidation Board, Federal Pur- 
chasing Board, Interdepartmental Board of Contracts and Ad- 
justments, Federal Specifications Board, Federal Traffic Board, 
Yederal Real Estate Board, and Permanent Conference on Print- 
ing. 

Analogy Between Government and Business Not Complete 


In comparing the Government with a business corporation | 
would not want to be understood as saying that the Government 
is a business corporation or is exactly like one. To draw too 
close an analogy would be to make a very great mistake. The 
principal difference, as I see it, between business and Government 
is that the former operates for profit while the latter operates for 
ends somewhat more general and, what is important from the 
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accountant’s view, considerably more intangible. In business a 
simple comparison of income and expense, in relation to invested 
capital, furnishes a tangible index of results. If the net return 
is large in relation to invested capital we say that the manage- 
ment of the company is efficient ; if expenses are small in propor- 
tion to income we say that the management is economical. The 
index of efficiency and of economy is a mathematical ratio, some- 
thing an accountant can arrive at by the process of arithmetic. In 
the Government we have no such accurate method of measuring 
results. True, we can calculate the outlay; but what of the re- 
turn? Consider Army expenditures; the return, manifestly, is 
military efficiency or national security—a thing more vital to a 
nation than rubies and fine gold, but one which cannot be priced 
and entered in a ledger. 

I mention this difference between Government and business 
only to keep the record straight—not to prepare the way for an 
assertion that, because the Government is not operated for profit, 
the principles observed in commercial accounting are inapplicable 
to its operations. 

Too often the reason given for not adopting recognized ac- 
counting procedures in the Government is that the Government is 
not operated for profit, and, therefore, the principles observed in 
commercial accounting are not applicable. 

I do not agree with such views, although it must be recognized 
that accounting statements in business are used for entirely dif- 
ferent purposes from those in Government. A balance sheet for 
‘the Federal Government, while desirable, would not fulfill the 
same needs as a balance sheet in private business. It would be 
impossible to obtain complete agreement, even among certified 
public accountants, as to the proper treatment of many items in a 
balance sheet for the United States Government. In fact, Mr. 
Frank Broaker, C.P.A., New York, in The American Account- 
ants’ Manual, gives reasons “Why a balance sheet cannot be 
prepared for * * * the U. S. Government.” The difference in the 
fundamental thinking of those outside the Government is well 
illustrated by the divergent views as expressed by Mr. Stuart 
Chase in an article entitled “Behind the Budget,” appearing in the 
Atlantic Monthly, September, 1939, issue, and those of Mr. John 
C. Gebhart, Director of the National Economy League, on the sub- 
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ject “Fiscal Policy and Recovery,” released in mimeographed 
form in January, 1940. 

Should the accounting officers of the Government attempt to 
provide a system which would meet with everyone’s approval, 
their fate would probably be like that of the chameleon, the little 
lizard that tries to please everybody by changing his colors. The 
chameleon | have in mind was the property of a small boy whose 
friends were greatly entertained by its changes in color. One 
day the chameleon failed to appear. “What's become of him?” 
asked the boys. 

“He’s dead,” was the answer. 

“What was the matter with him?” they asked. 

“It was just this way,” said the boy. “I put him on red and 
he turned red. I put him on green and he turned green. I put 
him on blue and he turned blue. Then I put him on a piece of 
Scotch plaid, and he bust himself trying to make good.” 

Since the Government is not concerned with profit, it does not 
prepare an annual profit and loss statement. However, it is con- 
cerned with a proper balance between revenue and expense. 
Therefore, it should prepare a statement of revenue and expense, 
the net result of which should be reconciled with the net change 
in financial condition. It is not apparent why such reconciliations 
should not be made in a manner similar to the procedure followed 
by accountants in private enterprise when reconciling net profit 
or loss with the changes in net worth in a corporation’s balance 
sheet. This presupposes, of course, distinction between revenue 
and nonrevenue receipts, on the one hand, and expense and capital 
outlay on the other. 

Government Organization Compared with Business Organization 

In looking at the Government as the accountant would look at 
a business, we will consider the Congress as the Board of Directors. 
It represents the stockholders—the people. It determines the poli- 
cies of the corporation. Under the Constitution, it has the sole 
power to levy taxes and to appropriate money. 

The President is the executive head of the business organiza- 
tion of the Government—the general manager, so to speak. As- 
sisting him in carrying out the policies of the Board of Directors 
(Congress) are a budget director and a number of assistants— 
the heads of various departments and establishments. 
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Every corporation has a financial officer. The chief financial 
officer of the Government is the Secretary of the Treasury, head 
of the Treasury Department. He manages the finances, superin- 
tends the collection, safekeeping, and disbursement of the public 
money; issues the warrants acknowledging the receipt of money 
into the public treasury or authorizing its withdrawal therefrom ; 
keeps the general revenue and appropriation accounts of the Gov- 
ernment; borrows money on the credit of the United States; and 
makes financial reports to the President and the Congress. How- 
ever, he does not prepare the budget. 

Within the Treasury Department are two revenue collecting 
agencies, a disbursing agency, a purchasing agency, an accounting" 
agency, and a custodian of funds—the Treasurer. These func- 
tions are not uncommon to private enterprise. 

We also find in the Federal Government another officer familiar 
to private business. His title is “Comptroller General,” although 
his duties do not correspond exactly with those of a controller in 
private business. The Comptroller General is independent of the 
executive branch of the Government. He countersigns Treasury 
Warrants, renders advance decisions (upon requests of depart- 
ment heads or disbursing officers) concerning the propriety of pro- 
posed expenditures, prescribes accounting procedures, investigates 
the application of public funds, superintends the recovery of debts 
due the United States, and audits and settles the public accounts. 

Thus, we find in the Government the following organizational 
structure (exclusive of the Judiciary) : 

“1. Legislative—The Congress, acting as a Board of Directors. 
a. The Comptroller General (agent of Congress), who 
audits and settles the public accounts. 

Executive—The President, acting as the managing head of 
the business organization. 

a. Bureau of the Budget. 

b. Treasury Department. 

c. Operating Departments. 


to 


Three Periods of Financial Control 
So much for the organizational analogy between the Federal 
Government and business corporations. There is another analogy 


* To be distinguished from “auditing.” 
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to the consideration of which we will now turn. In any enter- 
prise which spends money, three periods of financial control may 
be distinguished. We may call them the pre-expenditure period, 
the expenditure period, and the post-expenditure period. The pre- 
expenditure period is that in which the financial policy is deter- 
mined and in which plans are approved for the guidance of the 
management ; in it the board of directors is dominant. The expen- 
diture period is that in which the orders of the board of directors 
are executed ; in it the management of the corporation is dominant. 
The post-expenditure period is that in which the management is 
called to account by the board of directors; in it the board of di- 
rectors is again dominant. These same three periods of financial 
control are present in the Government. 

In the first period, the determination is made as to the pur- 
poses to which funds shall be applied, how much shall be allowed 
to each, and how the money shall be spent ; during this period the 
President recommends but Congress decides. In the second 
period, the moneys are expended for the purposes authorized by 
the Congress; here the essential control lies with the spending 
agencies, though there are certain intervening powers entrusted 
to the Secretary of the Treasury, the Director of the Budget, and 
the Comptroller General. In the third period, the results of ex- 
penditure are reported and accounted for. Here there is a most 
important difference between the practice of business corporations 
and of the Federal Government. 


Practice in Government and Business Contrasted 


In business, as I have already indicated, the control is exercised 
by the board of directors. The board requires a direct accounting 
from the management; it may (and generally does) have the 
accounts audited by outside auditors, but usually it keeps the 
final determination as to the propriety of the expenditure very 
much in its own hands. The managing head is responsible for 
decisions and his decisions cannot be overruled by an auditor. 
The auditor is an agent employed by the board, not to control the 
managing head, but to report upon the propriety of his actions and 
the correctness of his accounts. When the auditor reports a 
questionable transaction or practice, the managing head has an 
opportunity of an immediate hearing before the board and a de- 
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cision by the board on its merits. The point to be understood is 
that the board of directors and not the auditor makes the final 
determination. 

In the Federal Government the procedure is different. Here 
the accounting is made to the Comptroller General rather than to 
the Congress. With respect to the executive departments and 
establishments the Comptroller General stands in place of Con- 
gress. The accounts of disbursements are rendered to him; his 
officers audit them and decide what shall be allowed and what dis- 
allowed. Thus, it happens that in a disputed case the meaning 
of Congress is interpreted not by Congress itself or by a Com- 
mittee of Congress, but by an agent of Congress. Only if we 
identify the agent with the principal can we say that the govern- 
mental methods of controlling results resemble those of business. 

It is not my purpose in this article to weigh the relative merits 
of these two methods, the business and the governmental, of con- 
trolling results. I want only to make it clear that they are dif- 
ferent—fundamentally different. In business the accounting is 
made to the board of directors, to the same persons who gave the 
management its orders ; in the Federal Government the accounting 
is made to someone else, to someone who may even have played 
a part in the determination of the propriety or legality of expendi- 
tures which he audits. 

Let us now look somewhat more closely at the machinery 
utilized by the Government in each of the three periods of ex- 
penditure control. 


I. Tue First Pertop>—PREPARATION AND APPROVAL OF THE 
BUDGET 

The first period might properly be called the pre-control or 
pre-expenditure period. It involves (1) the preparation of the 
budget in the executive branch of the Government, and (2) its 
approval by the Congress. This period begins about a year before 
the fiscal year commences, and is perhaps the most important of 
the three periods from the standpoint of controlling expenditures. 
Benjamin Franklin said, “A penny saved is a penny earned.” So, 
also, a dollar not appropriated is a dollar not expendable. Putting 
it a little differently, the smaller the appropriations, the smaller 
the expenditures. Hence, the lower the taxes. 
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Policy Determination 

The most important factor in controlling expenditures is the 
determination of policies upon which expenditure programs are 
based. In many cases, after policies have been determined, there 
is little executive control over expenditures; that is, in the sense 
that the expenditures can be materially reduced. For instance, 
when Congress determines as a question of policy that war vet- 
erans shall receive monthly pensions of stated amounts, the ex- 
penditures are more or less determined and there is little that 
can be done by executive officers other than to prevent unauthor- 
ized payments. 

Interest on the public debt, grants to states for various pur- 
poses, and several other items are not subject to reduction by 
administrative officers. Urging administrative officers to reduce 
their expenditures at a meeting of the Business Organization of 
the Government on January 29, 1923, President Harding said: 

I am not unmindful of the fact that many appropriations are made 
for disbursement by the departments, although the total of the obliga- 
tions to be discharged is not within administrative control, payments 
being required to be made pursuant to the terms of specific statutes. 
However, where appropriations are within the control of administra- 
tive offices, serious emergency only should justify departure from a 
well considered plan of expenditure made in advance. 

At present several billions of dollars of current expenditures 
are not subject to administrative control. There are, however, 
numerous instances where the amounts to be expended depend 
upon the extent to which Government Departments decide to 
carry on or accelerate authorized programs as, for instance, the 
making of physical improvements, investigations, etc., or the en- 
forcement of various laws. 

Requests for Appropriations 

In any case, the control of expenditures begins with the prepa- 
ration of the request for appropriations in the operating agencies.” 
On or about July 1 of each year, the various agencies (i.e., bu- 
reaus and offices of the several departments) prepare their esti- 
mates for the year beginning on the following July 1. Each esti- 
mate of appropriation is supported by a schedule (Figure 1) 
containing comparative figures with respect to the ensuing year, 
the current year, and the last completed year. 


*A list of the agencies appears in the appendix, Page 1123. 
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Ficure 1—EstiMATE OF APPROPRIATION, 1941 









































Bureau oF AGRICULTURAL EconoMIcs 
Appropriation Title: Economic Investigations 
Obligations 
Objects of Estimate Estimat Actual 
Expenditure 1941 1940 1939 
01 Personal services (net)* ..... $836,299 $852,834 $714,613 
02 Supplies and materials....... 23,000 23,000 19,661 
04 Storage of motorcars........ 50 50 12 
05 Communication services ..... 4,200 4,200 2,359 
a 49,616 56,456 32,044 
07 Transportation of things..... 2,300 2,300 1,721 
08 Photographing and duplicating 2,500 2,500 45 
SRE: dock tacesaenbben shee 46/4 3,500 3,500 2,484 
12 Repairs and alterations...... 6,600 6,600 2,830 
13 Special and miscellaneous.... 4,000 4,000 1,820 
PE sccccvacacecencnan 20,000 20,000 18,390 
eee $115,766 $122,606 $ 81,366 
eee $952,065 $975,440 $795,979 








In some cases—the above-mentioned schedule is supported by 
a schedule in which the expenditures are classified according to 
functions, projects, or types of work, (Figure 2) viz: 


Ficure 2—EstTIMATE OF APPROPRIATIONS, 1941 

















Obligations 
Estimat Estimate Actual 
Projects 1941 1940 1939 
‘1. Agricultural-finance studies... $ 75,540 $ 75,000 $ 73,276 
2. Farm-management and land- 
—“ “Gee 239,670 237,900 214,976 
3. Farm-population and rural wel- 
7 a 43,900 43,600 43,582 
4. General-marketing studies .... 153,895 160,000 138,439 
5. Agricultural prices and in- 
COMBE TESERTCR ....ccccceees 219,230 217,600 208,273 
6. Interpretation and dissemina- 
tion of economic informa- 
TE stcacnacnenbenseaneesee 105,760 105,000 104,093 
7. State and local planning...... 100,730 123,000 patie 
8. Reimbursable operations for 
other Government agencies. 13,340 13,340 13,340 
$952,065 $975,440 $795,979 

















*This item is supported by details showing number of employees and 


1095 


average salaries in various grades. 











N. A. C. A. Bulletin May 1, 1940 





Under the provisions of the Budget and Accounting Act of 
1921, the head of each department or establishment must desig- 
nate an officer thereof to act as budget officer of the department. 
It is this officer’s duty to review the requests of the various spend- 
ing agencies in his department before the estimates are trans- 
mitted to the Director of the Budget.* This may be said to be the 
first check in the control of expenditures. This review by the de- 
partmental budget officer results in the savings of many millions of 
dollars every year.® 


Review by Bureau of the Budget 

The next step in the control is the review of the estimates in 
the Bureau of the Budget before the estimates are approved by 
the President for inclusion in the annual budget. This is prob- 
ably the most important phase of pre-control because appropria- 
tions granted by Congress are seldom in excess of the amounts 
included in the budget.® 

One of the interesting features of President Coolidge’s admin- 
istration of the Budget involved the allocation of a sum of money 
within which each department and establishment had to confine 
the total of its regular estimates of appropriations. This system 
involved the submission to the Bureau of the Budget of prelimi- 
nary or advance estimates. Considering these advance estimates 
in relation to the probable revenue, the President would allocate’ 
to each department a tentative maximum of the total amount of 
estimates for the fiscal year under consideration. The departments 
were notified of such allocation by letter from the Director of the 
Budget. This letter indicated the maximum amount approved by 
the President for the regular estimates of the department and con- 


*Under the law the estimates must be submitted to the Bureau of the 
Budget on or before September 15. 

*During the past six years the budget officer of the Treasury Depart- 
ment reduced the estimates of the various Treasury bureaus over 85 mil- 
lions of dollars. 

*Reductions made in the estimates of appropriations by the Bureau of 
the Budget during the last six years amounted to over 5 billions of dollars. 

*A somewhat similar incident occurred in 1933 when Director Lewis 
Douglas, with the approval of the President, fixed an allocation on total 
cash expenditures for each department during the fiscal year 1934. The 
appropriations already having been made, this allocation was made with 
respect to expenditures (Daily Treasury Statement basis) rather than 
estimates. 
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tained instructions to the effect that if such amount was considered 
insufficient to meet the absolutely necessary requirements of the 
department, they should be accompanied by a supplemental state- 
ment showing the additional amount which the department be- 
lieved would be required under each separate head of appropria- 
tion, setting forth the necessity therefor and indicating the con- 
sequences which would result from failure to secure the addi- 
tional amounts recommended. The supplemental items were usu- 
ally listed in accordance with a schedule of priority. 

The semi-annual business meetings inaugurated by General 
Dawes under the administration of President Harding were con- 
tinued under the administration of President Coolidge. At these 
meetings the President and the Director of the Budget reviewed 
the expenditure program of the year in progress and announced 
the plans for the ensuing year. The budget director reported the 
activities and results of the various co-ordinating agencies, en- 
couraging all Government officials and employees to persist in a 
relentless effort to reduce governmental expenditures. 

The practice of holding semi-annual business meetings, the 
system of submitting preliminary estimates, and the placing of 
Presidential limitations on the departmental estimates was discon- 
tinued at the beginning of President Hoover’s administration. In 
calling for the annual estimates of appropriations for the fiscal 
year 1932 the director of the budget said: 

The President asks me to say that, while he desires to emphasize 
the need for the strictest economy in Federal expenditures, he does 
not wish to indicate any specific limit upon the total amount within 
which the estimates of appropriations for any department or establish- 
ment will be submitted, but rather to invite attention to the increased 
responsibility which this procedure places on the heads of deparments 
and establishments to co-operate with him in realizing this economy 
by giving the most careful scrutiny to each item in the estimates. 


It was further ordered that the estimates of appropriations 
would be accompanied by explanations and justifications of each 
item and a statement showing the increases requested over the ap- 
propriations for the fiscal year 1931, the order of priority for such 
increases, and probable supplemental estimates for the fiscal year 
1931°. 





* The procedure as changed in 1930 has been continued since. 
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The President's Budget 


Each estimate of appropriation is carefully reviewed in the 
Bureau of the Budget before it is submitted to the President for 
consideration and decision. After the estimates are approved by 
the President they are included in the President’s budget. I use 
the term “President’s Budget” advisedly. An important principle 
of budgetary control was emphasized by President Harding at a 
meeting of the Business Organization of the Government on Janu- 
ary 29, 1923, when he said: 

Under the terms of the law, the President is required to transmit 
the Budget. It is his Budget. He recommends it to Congress upon 
his own responsibility as the head of the Executive Branch of the 
Government. The estimates of appropriations contained therein are 
his estimates, except those for the legislative branch and the Supreme 
Court. 


For this reason no agency is authorized to request or defend an 
appropriation in excess of the amount included in the President’s 
budget. 

The third step in the first or pre-control period is the review 
of the estimates by the Congress. As a Board of Directors, the 
Congress, through its committees on appropriations, carefully 
scrutinizes every item of appropriation. The House and Senate 
Appropriations Committees carefully interrogate the heads of the 
various spending agencies and require them to justify the esti- 
mates included in the budget for their respective services.® 

After the appropriation bills are debated and passed by the 
Congress, an enrolled appropriation bill is signed by the Vice 
President and Speaker of the House of Representatives, and sent 
to the President for approval. 

This ends the first period in the system of control. 


II. THe Seconp PeER10op—EXECUTION OF THE BUDGET 


The second period relates to the execution of the budget. It may 
be referred to as the expenditure period. In considering the second 
period, we will consider the methods through which this control 
is exercised. This immediately leads us to a consideration of the 


* During the four years 1936 to 1939, inclusive, Congress reduced the 
budget estimates approximately 700 millions of dollars (without deducting 
the increase in appropriation by Congress for parity payments to farmers). 
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books of accounts, for it is through accounts that control must be 
exercised. Where are they kept? How are they maintained? The 
answers to these questions will reveal the strong and weak points 
of the system, and they might lead us to some clue to its improve- 
ment. 

The accounts of the Government are located in (a) the Treas- 
ury Department, (b) the several executive departments and estab- 
lishments, and (c) the General Accounting Office. 


Accounts Maintained in the Treasury Department 
Central Accounts Kept only on “Warrant” Basis 


The central accounts of the Government relating to receipts, 
appropriations, and expenditures are maintained upon the books 
of the Division of Bookkeeping and Warrants’ of the Treasury 
Department. Such accounts, however, as presently constituted, are 
based only upon warrants issued by the Secretary of the Treasury 
and countersigned by the Comptroller General. 

These warrants are formal statutory documents issued by the 
Secretary of the Treasury authorizing (1) the setting up of ap- 
propriation accounts; (2) the advance of money to disbursing 
officers ; (3) the payment of claims settled directly by the General 
Accounting Office; (4) the covering of money into the Treasury ; 
(5) the transfer of funds from one appropriation account to an- 
other ; and (6) the clearing from the books of unexpended appro- 
priation balances. They constitute the control of Treasury re- 
ceipts and appropriations. Since the central books of the Govern- 
ment are based only on Treasury warrants, they do not reflect the 
current financial condition of the Government. 

In the accounting for Government revenue, there are involved 
at least four basic transactions: 


First, the assessment of taxes or duties; 
Second, the collection of such taxes or duties by various col- 
lecting officers ; 


*U. S. Code, Title 5, Sec. 255. Editor's Note: A description of the 
accounting procedure in the Division of Bookkeeping and Warrants is 
contained in an address of the Commissioner of Accounts and Deposits 
at Biloxi, Mississippi, November 16, 1938. Copies are obtainable from the 
Municipal Finance Officers’ Association, Chicago, Illinois. 
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Third, the deposit of the collections into a Federal Reserve 
bank or designated depositary for account of the Treas- 
urer of the United States; and, 

Finally, the formal acknowledgment of the receipt into the 
Treasury on a covering warrant. 


Of these four transactions, only the last is reflected in the 
central accounts of the Treasury’s Division of Bookkeeping and 
Warrants. 

Now let us look at the expenditure side. The expenditure of 
money involves eight basic transactions: 


First, the setting up of the appropriation account ; 

Second, the apportionment of the appropriation account to 
the months in which the funds are to be obligated ; 

Third, the allotment of money to operating units ; 

Fourth, the incurring of obligations of various kinds and 
descriptions ; 

Fifth, the approval of vouchers for payment ; 

Sixth, the advance of funds for credit in checking accounts 
of disbursing officers ; 

Seventh, the drawing of checks by disbursing officers ; and, 

Finally, the payment of the checks by the Treasurer of the 
United States. 


Of all these transactions only two appear in the central accounts 
of the Treasury Division of Bookkeeping and Warrants. One of 
these is the warrant setting up the appropriation account, and the 
other is the warrant advancing funds to disbursing officers." 


Treasurer's Accounts 

A second and entirely different set of accounts are those main- 
tained in the office of the Treasurer of the United States. These 
accounts are based upon moneys received and disbursed by the 
Treasurer. They also include the checking accounts of disburs- 
ing officers, through whom the major part of the Government’s 
expenditures are made. 

When funds are advanced by the Secretary of the Treasury to a 
disbursing officer, the warrant is reflected as a charge against the 


™ Subject to qualification that under Executive Order of July 27, 1933, 
certain budgetary data is reported to the Treasury by Executive depart- 
ments and establishments. 
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appropriation account on the books of the Secretary of the Treas- 
ury (Division of Bookkeeping and Warrants) and as a cor- 
responding credit in the checking account of the disbursing officer 
on the books of the Treasurer of the United States.1* The Treas- 
urer does not keep a separate account for each appropriation ; nor 
does the Division of Bookkeeping and Warrants keep a separate 
account for each disbursing officer.’* 


Disbursing Officers’ Accounts 

A third set of accounts are the accounts maintained in the vari- 
ous disbursing offices of the Government. These accounts are 
on a different basis from either set of accounts previously men- 
tioned. They are based primarily on advances of funds to dis- 
bursing officers through warrants of the Secretary of the Treasury 
and upon checks issued in payment of Government obligations. 
Disbursing officers also account for collections’ received from 
various operating agencies of the Government. 


Collecting Officers’ Accounts 

A fourth and a fifth set of accounts are the accounts of collec- 
tors of customs and collectors of internal revenue. There are 48 
collectors of customs and 64 collectors of internal revenue through- 
out the country. The bulk of the Government’s revenue is 
received through these officers, who make daily deposits in Federal 
Reserve banks and designated depositaries for credit in the account 
of the Treasurer of the United States. Their accounts are based 
principally on assessments, collections, and deposits. 


Accounts Maintained in the Executive Departments 
Administrative Appropriation and Fund Accounts 


A sixth set or, rather, class, of accounts are the administrative 
appropriation and fund accounts of the several departments and 


™ The Secretary of the Treasury is the head of the Treasury Department, 
while the Treasurer of the United States is an officer of the Treasury 
Department and is the legal custodian of the public funds. 

* Under Sec. 304 of the Budget and Accounting Act of 1921, the per- 
sonal accounts of collecting and disbursing officers formerly maintained in 
the Treasury Division of Bookkeeping and Warrants were transferred 
to the General Accounting Office. 


“A separate account is maintained for each appropriation. 
* These collections do not include customs and internal revenue. 
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establishments of the Government. Except in the case of the 
Emergency Relief Program,’® these accounts are scattered 
throughout the various departments, bureaus, offices and field 
services of the Government. They are based primarily on Con- 
gressional appropriations, budget apportionments, administrative 
allotments, encumbrances for payrolls, contractual obligations, 
purchases, etc., and approved vouchers. Administrative agencies 
also maintain property accounts and, in some cases, cost accounts. 
While such accounts are related to appropriation accounts, they 
are usually operated as separate systems. The expenditures iden- 
tified with a particular appropriation account do not always rep- 
resent the entire cost of a service, function, or activity to which 
the appropriation relates, because frequently additional expendi- 
tures are chargeable to other appropriations. 


Accounts Maintained in the General Accounting Office 


There is still another set of accounts. They are the accounts 
maintained in the General Accounting Office, which is the auditing 
branch of the Federal Government.’ The accounts maintained in 
the General Accounting Office consist of appropriation and per- 
sonal accounts of collecting and disbursing officers, based upon 
warrants issued by the Secretary of the Treasury and counter- 
signed by the Comptroller General. The purposes of these ac- 
counts are to see that warrants are not issued by the Treasury in 
excess of appropriations; that disbursing officers account for the 
moneys advanced to them for expenditure; and that collecting 
officers account for the moneys coming into their possession. 


Accounting Control 


We are now ready to consider how the accounting control ac- 
tually works. We have seen that the Congress, sitting as a Board 
of Directors, receives from the executive head of the business, the 





* Editor's Note: A description of the accountin ges set up to control 
work-relief appropriations is contained in an address of Commissioner of 
Accounts and Deposits, United States Treasury Department, delivered at 
Chicago, Illinois, March 28, 1938. 

“Other functions of the General Accounting Office include the counter- 
signing of Treasury warrants, the prescribing of accounting systems in 
the several departments, the making of investigations relating to the 
application of public funds, the rendition of advance decisions concerning 
the propriety of proposed expenditures, and the settlement of accounts and 


claims. 
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President of the United States, a financial program known as the 
budget. We have also seen that after careful consideration and 
extended hearings, the Congress approves the maximum amount 
which may be expended by each department under each separate 
head of appropriation.*® 

At this point two separate systems of accounting control begin 
to work.!® The first may be termed “Administrative Control” in 
the various executive departments having jurisdiction over the 
appropriations. This control is exercised through a system of 
allotments, encumbrances and vouchers. The other may be termed 
“Treasury Control,” which is exercised through the issuance of 
warrants by the Secretary of the Treasury (countersigned by 
the Comptroller General), and through the issuance of checks by 
disbursing officers. Each system begins with the appropriation 
warrant issued by the Secretary of the Treasury and counter- 
signed by the Comptroller General. The items in the appropria- 
tion warrants are entered on three different sets of books, viz.: 


1. United States Treasury ; 
(Division of Bookkeeping and Warrants) 
2. General Accounting Office ; 
3. Executive department or establishment to 
which the appropriation is made. 


Administrative Control 


After the appropriation warrant has been countersigned by the 
Comptroller General, the Treasury sends to the executive depart- 
ment or establishment concerned, a certified copy, which is used 
as a basis for making the entries in the accounts of the adminis- 
trative agency. The Budget Bureau determines the total amount 
which may be obligated during each month of the year® under 
each head of appropriation but the amounts thus apportioned by 
the Budget Bureau are not generally entered in the administrative 
accounts. 





* There are approximately 1,700 appropriation accounts set up annually. 
With certain exceptions, each account remains on the books for three years. 


* Editor's Note: In an address delivered at Richmond, Virginia, on 
June 17, 1939, Mr. Bartelt explained how these accounts could be correlated 
in a single accounting system. 


* Executive Order June 10, 1933, par. 16. 
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While the general principles of accounting control are the same 
in all Government departments, the procedures vary as to details. 
The following records are common to many agencies: 


1. General Ledger ;** 
2. Allotment Ledger ; 
3. Expenditure Distribution Record. 


In the General Ledger, a separate group of accounts, similar to 
those indicated below, is maintained for each appropriation item: 

Treasury Cash, 

Disbursing Officers’ Cash, 

Unallotted Appropriations, 

Unencumbered Allotments, 

Unliquidated Encumbrances, 

Unexpended Appropriations, 

Undistributed Expenditures. 

Other accounts in the General Ledger vary according to the 
different types of organizations. 

The subdivisions of the accounts in the allotment ledger (Figure 
3) vary according to the degree or method of control exercised by 
the particular administrative agency. Some agencies maintain 
separate allotment accounts for salaries, travel, printing and bind- 
ing, etc. The posting media for setting up the accounts in this 
ledger is an allotment advice. Other media for posting the allot- 
ment ledger consist of encumbrance documents and approved 
vouchers. 

Allotments increase the “Unencumbered Balance” column. As 
funds are encumbered, the “Unencumbered Balance” column is 
reduced and the “Encumbrances Authorized” increased. The gen- 
eral practice is to charge the full annual payroll as an encumbrance 
on the first day of the year. The unencumbered balance, there- 
fore, is to be distinguished from unobligated balance.** 

As vouchers are approved, the amount of the encumbrance is 
liquidated in the allotment account and the amount of the voucher 
charged in its place. For instance, if an encumbrance for a pur- 
chase order had been set up for $100 and the amount of the pur- 
chase had been only $08, the full amount of the encumbrance 


™ Some agencies do not maintain a general ledger. 


"The accounts, as presently constituted, do not disclose “unobligated” 
balances 
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($100) would be liquidated (credited) when the voucher is ap- 
proved and the amount of the voucher ($98) charged. In other 
words, the difference between the estimated cost (encumbrance) 
and the actual cost (voucher) is restored to the unencumbered 
balance. 

Postings are usually made from original sources of information, 
such as purchase orders, approved vouchers, and schedules of dis- 
bursements. The amount remaining to the credit of each account 
represents the unencumbered balance in the allotment. 

The Expenditure Distribution Record is classified according to 
General Accounting Office Bulletin No. 1, and is used to a large 
extent in preparing the budget schedules outlined in Figure 1. The 
classification is built up from paid vouchers to which are added 
the unliquidated encumbrances. The classification includes: per- 
sonal services, supplies and materials, communication service, 
travel expense, transportation, printing and binding, rent, and 
equipment.*® 


Treasury Control 


Treasury control is effected through (1) warrants issued by the 
Secretary of the Treasury and countersigned by the Comptroller 
General, (2) checks issued by bonded disbursing officers, and (3) 
payment of the checks by the Treasurer of the United States. This 
control is accomplished through the accounts referred to on pages 
1099 to 1101. The system works as follows: 

Each item in an appropriation act is listed on a warrant pre- 
pared in the Division of Bookkeeping and Warrants, Treasury 
Department. After the warrant is signed on behalf of the 
Secretary of the Treasury, it is sent to the Comptroller General 
for countersignature. The Comptroller General checks each item 
in the warrant against a copy of the appropriation act. If the 
Comptroller General determines that the warrant was drawn 
pursuant to law, he countersigns it and returns it to the Division 
of Bookkeeping and Warrants, Treasury Department. 

The warrant, when issued, is posted to appropriation accounts 
on the books of :** 





™ Certain agencies have additional items. 


* Also, as previously explained, on books of the department or establish- 
ment to which appropriation was made. 
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1. The Treasury Department, 
Division of Bookkeeping and Warrants; 
2. The General Accounting Office. 


As money is required for the payment of obligations (disburse- 
ments) the heads of the various departments, bureaus and agencies 
draw requisitions against their respective appropriations on the 
books of the Treasury Department and the General Accounting 
Office. These requisitions are drawn in favor of the disbursing 
officers to whom vouchers and payrolls will be presented for pay- 
ment. They are usually in amounts large enough to provide for 
disbursing requirements over a period of time, varying from a 
few weeks to several months. After requisitions are approved by 
the General Accounting Office, they are sent to the Treasury De- 
partment. Upon the basis of the approved requisition, the Sec- 
retary of the Treasury issues an accountable warrant for the 
amount thereof, which authorizes the Treasurer of the United 
States to credit the disbursing officer’s account in this amount. 
The entries are: 


1. On the books of the Treasury Department 


a. Charge against the appropriation account(s) on the 
books of the Secretary of the Treasury (division of 
Bookkeeping and Warrants) ; and 

b. Credit in the checking account of the disbursing officer 
on the books of the Treasurer of the United States. 


‘ 2. On the books of General Accounting Office 


a. Charge against the appropriation account(s) against 
which drawn; and 

b. Credit against the personal account of disbursing 
officer in whose favor the warrant was drawn. 


The first link in the Treasury Control, then, is the maintenance 
of appropriation accounts on the books of the Treasury and the 
General Accounting Office, to prevent advances of funds to dis- 
bursing officers in excess of appropriations made by the Congress. 

The second link in the Treasury control is the maintenance of 
disbursing officers’ accounts. The warrant charging the appro- 
priation accounts on the books of the Secretary of the Treasury 
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(division of Bookkeeping and Warrants) is the basis for credit in 
corresponding appropriation accounts on the books of the disburs- 
ing officer. This transaction is merely a transfer of appropriation 
credits from one set of books to another. The Treasurer of the 
United States posts the warrant to his books without regard to 
appropriation accounts, but the Treasury disbursing officer must 
keep a separate account for each appropriation, and thereafter he 
must account for the money under the identical appropriations 
from which advanced. 

Disbursements are made by disbursing officers by checks drawn 
on the Treasurer of the United States. As such checks are drawn 
they are charged against the proper appropriation accounts on the 
books of the disbursing officer. 

The third link in the Treasury control of disbursements is the 
maintenance of accounts by the Treasurer of the United States. 
Checks issued by disbursing officers in payment of Government 
obligations are paid by the Treasurer of the United States, prin- 
cipally through Federal reserve banks and designated Government 
depositaries. Each reserve bank and designated depositary main- 
tains an account with the Treasurer. This account is credited with 
all collections deposited by Government officers and is charged with 
all checks, coupons, etc., paid on behalf of the United States. 

The accounting effect of the payment of the check is a charge 
against the disbursing officer’s checking account on the Treas- 
urer’s books and a corresponding credit on the Treasurer’s books 
in the account of the Federal reserve (or depositary) bank. This 
is the final check in the “Treasury Control.” However, the dis- 
bursing officer’s account on the books of the General Accounting 
Office remains charged until he shows legal disposition of the 
money through the rendition of a formal account current sup- 
ported by acceptable disbursement vouchers." 





*Prior to 1921, disbursing officers accounted to the Treasury Depart- 
ment for the proper disposition of funds advanced to them by the Secre- 
tary of the Treasury. This was the Hamiltonian system and is regarded 
by many as resting on sound principle of finance. It rests on the theory 
that the Secretary, under the law, advances the money; therefore, he 
should receive an accounting. The author’s view is that there should be 
an independent audit but the results of the audit should be certified to the 
Secretary of the Treasury. In fact, the author entertains the view that 
this feature of the act of 1894 was not repealed bv the act of 1921. 
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Integration of the Two Systems: A Proposal 


As has been pointed out, the administrative appropriation®® and 
fund accounting in the operating agencies is not geared into the 
financial accounting of the Treasury. Furthermore, while there is 
a semblance of uniformity in administrative accounting procedures 
in the several departments, the system has not been developed to 
a point of unity which makes it possible to describe it as a system 
without making many qualifications and exceptions. The most 
effective way to develop the accounting in the several departments 
to the highest standard of accuracy and uniformity would be to tie 
them into the financial accounts of the Treasury where accuracy is 
an indispensable requirement. 

How can this be done? In what follows I shall attempt to indi- 
cate the answer. It is to be understood, then, that the procedure 
hereinafter outlined is not the system which would be found in 
the Government today, but rather a statement of the principles 
which would govern the integration of the accounts in the operat- 
ing agencies with the accounts of the Treasury. It is also to be 
understood that these accounts represent only one group of a 
system and relate only to the control of expenditures. 

In a fully integrated system the general summary accounts in 
the master general ledger of the Government relating to appro- 
priations and expenditures would include: 

I Unapportioned Appropriations 

II Unallotted Apportionments 

III Reserves for Savings and Contingencies 

IV Unencumbered Allotments 

V_ Unliquidated Encumbrances 

VI _ Unliquidated Obligations 
VII Vouchers Payable 
VIII Unrequisitioned Appropriations 

IX Outstanding Checks 

X Expenditures (checks issued)” 

XI Disbursing Officers’ Checking Accounts 
XII Treasurer of the United States (Cash) 


It will be observed, as we study the procedure, that each account 
would furnish distinct and important information. Thus, Account 


* Sometimes referred to as budgetary accounts. 


* Expenditures on accrual basis would be obtainable from debit side of 
Account VI. 
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No. I would indicate the amount available for apportionment 
by the Director of the Budget, while Account No. VIII would 
indicate the balance on the books of the Treasury subject to requi- 
sition by disbursing officers. 


Setting up the Appropriation 
The first step in the control of expenditures is to set up the ap- 
propriations on the central books of the Government®®. This would 
be done as follows: 
Debit: (VIII) Unrequisitioned Appropriations 
Credit: (1) Unapportioned Appropriations 


Apportionments of Appropriations as Approved 


The second step in the control of expenditures is the “appor- 
tionment of the appropriations” by the Director of the Bureau 


of the Budget.*? 

The operating agencies prepare their programs at the beginning 
of the fiscal year, showing the amount which tk zy propose to obli- 
gate during each month of the year. The proposed apportion- 
ments are then submitted to the Director of the Budget for ap- 
proval. After they have been approved, they may not be waived 
or modified except upon the Budget Director’s written approval.®? 

The entries on the central books of the Government covering 
apportionments by the Director of the Budget would be as follows: 


Debit: (1) Unapportioned Appropriations 
Credit: (11) Unallotted Apportionments 


* This system contemplates that for the most part the detailed accounts 
would be maintained in the operating agencies.and summary accounts in 
the Treasury Department. 

"Under the Anti-deficiency Act of 1905, as amended in 1906, the heads 
of the various departments and establishments were required to apportion 
their appropriations at the beginning of the fiscal year in monthly or other 
periodic allotments so as to avoid the expenditure of money in the early 
part of the fiscal year to such extent as would result in a deficiency in a 
later part of the year. An important change was made in budgetary 
procedure when the function of making such apportionments of appropri- 
ations was transferred to the Director of the Budget under Executive 
Order of June 10, 1933. This order was followed by the Executive Order 
of July 27, 1933, which provided for a system of budgetary accounts in 
the Treasury Department, based upon reports from operating agencies. 


“ Apportionments of appropriations by the Budget Bureau are made only 
with respect to the total amount which may be obligated during each 
month under each appropriation. They are not subdivided as to particular 
projects, types of work, or objects of expenditure. 
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The balance in Account II indicates the amount of Budget ap- 
portionments not yet allotted by the chief administrative officer to 
the operating units under his jurisdiction. Existing systems of 
accounting in the various operating agencies generally do not pro- 
vide for the posting of Budget Bureau apportionments in the 
accounts. 


Budget Reserves 


In making apportionments, the Director of the Budget fre- 
quently sets certain parts of appropriations aside in reserves for 
savings and contingencies.** This may be called the third step in 
the control of expenditures. 

The entries on the books to indicate the setting up and releasing 
of reserves would be as follows: 


To set up reserves: 


Debit: (1) Unapportioned Appropriations 
Credit: (III) Reserves for Savings and Contingencies 


For release of reserves: 


Debit: (III) Reserves for Savings and Contingencies 
Credit: (1) Unapportioned Appropriations 


Allotments Made by Heads of Bureaus and Offices 


The fourth step is the allotment of funds to field offices or other 
operating units. Subject to limitations of law, the purposes for 
Which moneys are to be spent are left to the discretion of the 
heads of bureaus and offices in Washington, who make “allot- 
ments” to field offices or operating units for specified objects of 
expenditure. Allotments are in the nature of authorizations to 





“The importance of this practice in the budgetary control of expendi- 
tures is apparent from the following: 





Fiscal Reserves Reserves Reserves 

Year set up released* retained 

ar $ 234 millions $ 68 millions $166 millions 

2a 472 a 228 244 

a 311 a 131 “ 180 ‘ 

DE sesceces 244 - 25 = 219 “ 
Total ... $1,261 $452 - $809 < 

*To 1940. 
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incur obligations and, of course, should be kept within the amounts 
of apportionments approved by the Director of the Budget. 
The entries for allotments would be as follows: 


Debit: Unallotted Appropriations 
Credit: (IV) Unencumbered Allotments 


The balance in Account II “Unalloted Apportionment” indi- 
cates the amount available for further allotment to field offices. 


Encumbrances 


The fifth step is the encumbrance of allotments. Within the 
amounts of allotments, and subject to legal and administrative re- 
strictions or limitations, field office superintendents, project man- 
agers, and other operating officials are authorized to employ per- 
sonnel, make purchases, enter into contracts, and make such other 
commitments as may be necessary and proper. In the Government, 
these transactions are usually called “encumbrances.” To a large 
extent there are necessarily estimated, adjustments being made 
to the actual amount when the vouchers are approved for payment. 

The entries for encumbrances would be as follows: 


Debit: (IV) Unencumbered Allotments 
Credit: (V) Unliquidated Encumbrances 


The balance in Account IV reflects, as its title indicates, the 
amount of unencumbered allotments. 


Obligations 


The sixth step is the obligation of public funds. The books of 
the Government, as now constructed, do not disclose the actual 
obligations or liabilities outstanding against the Government. The 
administrative accounts in the departments are based principally 
upon allotments and encumbrances, the latter, to a large extent, 
being only estimates of potential obligations. For example, as 
previously indicated, the amount of an employee’s salary for the 
entire year is usually encumbered on the first day of the year. 
While this system is of value to an administrative officer in avoid- 
ing the over-encumbrance of appropriations it is of little or no 
value to the Budget Director in determining the amount of un- 
obligated balances in appropriations. And it is of no use to the 
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Treasury Department in determining the amount of unpaid obli- 
gations outstanding against the Government. 

Under the system outlined herein, an entry would be made as 
the liabilities actually accrue: 


Debit: (V) Unliquidated Encumbrances 
Credit: (VI) Unliquidated Obligations 


Thus, Account V would disclose estimated “commitments” 
whereas Account VI would show the real “liabilities.” 


Approval of Payrolls and V ouchers 

The seventh step is the approval of payrolls and vouchers. 
Government obligations are paid only upon approved voucher or 
payroll forms. The voucher must be executed by the Government 
creditor and delivered to an authorized official for certification to 
the effect that the goods have been delivered or services per- 
formed.** After the voucher or payroll is approved for payment, 
it is listed on a schedule of disbursements and transmitted to a 
bonded disbursing officer who makes the payment. 

The entry for the approval of vouchers forwarded to disbursing 
officers for payment would be: 


Debit: (VI) Unliquidated Obligations 
Credit: (VII) Vouchers Payable 


The balance in Account No. VII represents the amount of ap- 
proved vouchers not yet paid by the disbursing officer. This in- 


formation is not available under the present system. 


Treasury Accounting Control 


At this point, we will pause to observe how the administrative 
or budgetary accounts would be integrated with the warrant, cash, 
appropriation, and fund accounts of the Treasury. 

As previously indicated, Treasury control is accomplished 
through (1) warrants issued by the Secretary of the Treasury and 
countersigned by the Comptroller General, and (2) checks issued 
by disbursing officers pursuant to authority of such warrants. 


“Under the Executive Order of June 10, 1933, certifying officers are 
accountable for improper certificatior of vouchers. 
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Advances of Funds to Disbursing Officers® 

Before a disbursing officer may pay a voucher, he must have 
an available balance to his official credit in a checking account with 
the Treasurer of the United States. 

In order to procure such credit, the head of the department or 
establishment for which payments are to be made submits a requi- 
sition to the Secretary of the Treasury for an advance of funds 
under the particular appropriation involved. These requisitions 
are made in advance in lump sums to take care of disbursing re- 
quirements over a period of time, usually a month or more. The 
requisitions are sent to the General Accounting Office for approval 
before coming to the Treasury. 


Accountable Warrants 

On the basis of the requisition, the Secretary of the Treasury 
issues an accountable warrant, so called because the disbursing 
officer is accountable for the proper expenditure or legal disposi- 
tion of the money contained therein. This warrant is reflected as 
a charge in the appropriation account on the books of the Secre- 
tary of the Treasury and as a credit in the disbursing officer’s 
checking account on the books of the Treasurer of the United 
States. 

The entry on the general ledger in the central accounts of the 
Government would be: 


Debit: (XI) Disbursing Officers’ Checking Accounts 
Credit: (VIII) Unrequisitioned Appropriations 


As already stated, the debit balance in Account VIII (See p. 
1110) indicates the money in appropriation accounts on the books 
of the Secretary of the Treasury available for advances to disburs- 
ing officers, while the debit balance account in Account XI indi- 
cates the aggregate balances in disbursing officers’ check books.** 





“The Treasury maintains 20 regional disbursing offices (principally in 
the Federal reserve cities) to handle the regular disbursements of the 
various departments of the Government and about 50 emergency disbursing 
offices to handle the work relief payments in the several states and posses- 
sions. Disbursements for the Army and Navy are made by several hundred 
Army and Navy disbursing officers. 

“It should be noted that accountable warrants are also posted upon the 
books of the General Accounting Office and the disbursing officer to 
whom the advance is made. Thus, it will be seen that an advance of 
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This latter information is not now available on the central books 
of the Government. 


Disbursements—Checks Issued by Disbursing Officers 


Within the total amount standing to his credit on the Treasurer’s 
books, the disbursing officer is authorized to draw checks on the 
Treasurer in the payment of Government obligations. Such checks 
may be drawn only on the basis of payrolls and vouchers certified 
and approved by authorized administrative officers. The entries on 
the general books of the Government would be: 


Debit: (X) Expenditures 

Credit: (XI) Disbursing Officers’ Checking Accounts 
Debit: (VII) Vouchers Payable 

Credit: (IX) Outstanding Checks 


It has been pointed out that the books of the Government do 
not now show the liabilities of the Government on account of un- 
liquidated obligations (Account VI), nor vouchers payable (Ac- 
count VII). Neither do they show the amount of checks out- 
standing against the Treasury (Account IX). The balance in 
Account IX (Outstanding Checks) is of concern to the Treasury 
Department as it indicates an important demand liability out- 


standing. 

Account X (Expenditures) is a summary account embracing 
all classes of expenditures. It would be supported by several dif- 
ferent groups or classes of subsidiary accounts, viz. : 


1. Character— 
a. Current expense 
b. Capital outlays 
2. Objects of expenditure (i.e., personal 
services, supplies, etc.) 
3. Functional (i.e., aids to agriculture, etc.) 
4. Geographical. 


funds to a disbursing officer on an accountable warrant is posted on the 
books of five different offices, -viz. : 
1. Office of Secretary of the Treasury 

(Division of Bookkeeping and Warrants) ; 
Office of the Treasurer of the United States; 
Disbursing Office ; 
Administrative agency having jurisdiction 

over the appropriation ; 
General Accounting Office. 
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Account XI has already been explained ; it represents the check 
book balances of disbursing officers. 


Disbursements—Checks Paid by Treasurer 

There remains the payment of the checks by the Treasurer. The 

entries would be: 
Debit: (IX) Outstanding checks 
Credit: (XII) Treasurer of the United States (Cash) 

Account XII is the account of the Treasurer of the United 
States. The balance in this account would represent the Treas- 
ury’s cash which includes the balances on deposit with Federal 
reserve banks and designated Government depositaries. This ac- 
count would be charged with receipts from all sources and would 
be credited for disbursements, i.e., checks paid. 

I believe that an accounting system set up along the foregoing 
lines, and operated by a competent staff of trained accountants, 
would not only provide essential information for daily financial 
management, but would also increase public confidence in the in- 
tegrity of the Government’s accounts. When considered in con- 
nection with a similar group of accounts for the control of rev- 
enue, there would be provided for the first time a real basis for 
constructing a statement showing the financial condition of the 
Government. The principal problem then remaining would be to 
provide a comprehensive system of post-audit which would com- 
prehend not only a verification of the accounts but also a critical 
review of the financial statements constructed therefrom. 

This brings us to a consideration of the third or post-expenditure 
period of control. 

III. THe Turrp Periop—AvpDiTING AND REPORTING 

After payments are made the third period of control begins. 
This control is largely retrospective. It may be considered under 
two headings: (1) the accounting which bonded collecting and 
disbursing officers make to the Comptroller General of the United 
States; and (2) the accounting which the executive branch of the 
Government makes to Congress by means of financial reports. 


Accounting to the Comptroller General of the United States 


The accounting to the Comptroller General by bonded collecting 
and disbursing officers is made through the rendition to him of 
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periodic accounts current,®” usually monthly. In these accounts 
current the officers charge themselves with all moneys coming into 
their possession, including the advances made from the Treasury 
on accountable warrants. They take credit in these accounts for 
all disbursements and all their deposits into the Treasury. The 
disbursements must be supported by approved vouchers and pay- 
rolls. However, before these accounts are rendered to the Comp- 
troller General they are sent to the head of the department or 
establishment for what is known as an administrative examination.** 
This administrative examination is designed to inform the de- 
partment heads whether or not their orders have been carried out 
by their subordinates; it does not, however, involve a settlement 
of accounts. If the department head takes exception to any item 
appearing in the account, he must report it to the Comptroller 
General, but he may not disallow the item in the account. That 
function is performed only by the Comptroller General, who in 
technical language makes what is known as a “suspension or dis- 
allowance.” 

If the Comptroller General has reason to question the payment, 
he suspends the item and calls for an explanation. If the dis- 
bursing officer is unable to satisfy the Comptroller General as to 
propriety of the payment, the item is “disallowed,” in which event 
the disbursing officer must recover the money or reimburse the 
Government from his personal funds. If the payment is made 
without fault or negligence, the disbursing officer is generally able 
to obtain necessary relief legislation from Congress. If the relief 
is not granted and recovery cannot be effected, the Government 
sues on the disbursing officer’s bond. The important thing to un- 
derstand about this procedure is that neither Congress nor any 
committee of Congress plays an active part in reviewing expendi- 
tures, except in occasional instances. The account is brought be- 
fore the Congress only in case the disbursing officer applies for 
relief. This is of little or no value for control purposes inasmuch 
as it relates only to isolated cases, and they are usually considered 





* Monthly accounts must be rendered within 10 days after close of month 
to which they relate. Quarterly accounts must be rendered within 20 days 
after the period to which they relate. 


* Twenty days are allowed for administration of monthly accounts, and 
60 days for quarterly or other accounts. 
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many years after the event. This is one of the things which dis- 
tinguishes the Government of the United States from the govern- 
ments of other large countries and from the business of corpora- 
tions in general. 


Accounting by the Executive Branch to Congress 


The second phase of the post-expenditure period relates to 
financial reporting. 

In addition to the problem of post-audit which I have just men- 
tioned, the third period of control involves the very important 
function of reporting and the consideration of reports. In any 
situation involving a relationship of principal to agent, reports 
serve two primary purposes: (1) they are an accounting by the 
agent for the execution of his trust during the accounting period 
just concluded; and (2) they present to the principal the facts 
necessary to a determination of financial policy during the ac- 
counting period yet to come. They look, as it were, two ways: 
towards the past and towards the future. They gear the third and 
final period of last year’s cycle of financial control into the pre- 
expenditure or planning period of next year’s cycle. We might 
put it this way: the reports furnished in 1940 exhibit 1939’s finan- 
cial operations and serve as a guide for 1941’s administration. 

The Federal Government makes daily, monthly, and annual 
financial statements relating to the financial operations of the Gov- 
ernment as a whole. 


Daily Reports 


The daily statement is officially known as the “Daily Statement 
of the United States Treasury.” It is published by the Treasury 
Department for each working day of the year and is released to 
members of Congress and the general public on the second day 
after the date of issue. This statement is a cash statement based 
upon the daily transcripts of accounts which are received from 
Federal Reserve banks and other Government depositaries. The 
first page shows the current assets and liabilities in the Treasurer’s 
account and also the cash receipts and expenditures for the day. 
The second page is a comparative analysis of actual receipts and 
expenditures for the current month and fiscal year to date com- 
pared with corresponding periods of the previous year. It contains 
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about a dozen general classifications of receipts and approximately 
40 general classifications of expenditures. The difference between 
the current receipts and the current expenditures, as exhibited in 
this statement, are commonly referred to as the current budget 
deficit. Page 3 of the statement contains a comparative analysis 
of receipts and expenditures in trust accounts and public debt 
accounts. 


Monthly Reports 


A number of monthly statements are prepared by the Treasury. 
These monthly statements are embodied in (a) the Treasury 
Bulletin, and (b) the Daily Treasury Statement mentioned above. 
The issue of the daily Treasury statement for the 15th of each 
month contains a comparative monthly analysis showing receipts 
and expenditures in considerable detail. It also contains a special 
statement showing the financial status of the emergency work- 
relief program on a cumulative basis. This latter statement shows 
by organization units, i.e., operating agencies: (a) available funds, 
i.e., appropriations made by Congress; (b) obligations; (c) ex- 
penditures on basis of checks issued ; (d) unliquidated obligations ; 
and (e) unobligated balances at the end of the period. 

The Daily Treasury statement for the 10th of each month con- 
tains a monthly analysis of the operations under the Social Se- 
curity, Railroad Retirement, and Railroad Unemployment Insur- 
ance Acts, reflecting also the cumulative totals for the current 
year and previous years. 

The statement of the last day of the month contains a prelimi- 
nary statement of the public debt*® on the basis of the public debt 
transactions reported in the daily Treasury statements from day to 
day. It also contains a combined statement of assets and liabilities 
of Governmental corporations and credit agencies of the United 
States as of the close of the preceding month. This statement is 
not based upon the accounts of the Treasury but is compiled from 
reports submitted by the various corporations and agencies pur- 
suant to an Executive Order issued by the President on October 


10, 1934. 


“A separate monthly statement of the public debt, containing revised 
figures, is issued after all reports from Government depositaries have been 


received. 
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The monthly Treasury Bulletin is a report consisting of ap- 
proximately 55 pages and contains an analysis of receipts and dis- 
bursements, composition of the public debt, capital movements, 
monetary data, and other financial information of public interest. 


Annual Reports 


There are three annual reports relating to the financial oper- 
ations of the Government as a whole®, viz. : 


t. Annual Report of the Secretary of the Treasury on the 
State of the Finances ; 

2. Annual Combined Statement of Receipts, Expenditures, Bal- 
ances, etc., of the United States, and 

3. The Annual Budget. 


The Annual Report of the Secretary of the Treasury contains 
the most comprehensive information relating to the finances of the 
Government. Its contents include budget results, public debt, tax- 
ation, economic trends, trust funds administered by the Treasury, 
condition of the general fund, securities owned by the United 
States, securities guaranteed by the United States, monetary de- 
velopments, financial legislation, and administrative reports of the 
various fiscal activities of the Treasury. 

The Annual Combined Statement of Receipts, Expenditures, 
Balances, etc., of the United States is a report consisting of ap- 
proximately 600 pages. It is transmitted to the Congress pursuant 
to the Act of July 31, 1894, which provides that the Secretary of 
the Treasury shall annually lay before Congress at the beginning 
of each regular session an accurate combined statement of the re- 
ceipts and expenditures of the Government, designating the amount 
of the receipts, whenever practicable, by states, districts, and ports 
of collection, and the expenditures by each separate head of ap- 
propriation. This report is virtually an abstract of the ledger ac- 
counts of the Division of Bookkeeping and Warrants and consists 
almost entirely of figures without comment or interpretation other 


“In addition, a number of governmental agencies submit annual reports 
to Congress. Also, the Treasury Department prepares for inclusion in the 
President’s special annual report to Congress under the Emergency Relief 
Appropriation Act a comprehensive report comprising approximately 500 
pages, showing in detail the status of the emergency relief funds and 
analysis of emergency relief expenditures. 


1120 


May 1, 1940 N. A. C. A. Bulletin 


— 





than certain explanatory footnotes. It shows, with respect to each 
appropriation, the following information: 
1. Unexpended balances at beginning of year— 
a. On books of Treasury 
b. To credit of disbursing officers 
2. Appropriations (set up during year) 
3. Expenditures— 
a. Warrants issued basis 
b. Checks issued basis 
4. Amounts carried to surplus fund, Act 
June 20, 1874 
5. Unexpended balances at end of year- 
a. On books of Treasury 
b. To credit of disbursing officers 

The annual Budget is a document consisting of over a thousand 
pages prepared by the Bureau of the Budget for transmission by 
the President to the Congress at the beginning of each regular 
session. The Budget for 1941 consists of seven chapters, as 
follows : 

I. Budget Message of the President. 
II. Budget Statements. 
III. Estimates of Revenues and Receipts. 
IV. Estimates of Appropriations and Expenditures. 
V. Estimates of Appropriations in Detail. 
VI. Annexed Budgets.“ 

VII. Informational Tables. 

The actual figures in Chapters II, III and IV, relating to re- 
ceipts, expenditures, condition of the Treasury, and the public 
‘debt, are taken largely from figures included in the daily statement 
of the United States Treasury and the Treasury’s annual combined 
statement of receipts and expenditures. 

One of the main statements in this part of the Budget is a state- 
ment entitled “Estimates of Appropriations and Expenditures” 
consisting of about 70 pages and showing with respect to each ap- 
propriation item, in parallel columns, the following information: 

Estimates of appropriations (ensuing year) 

Appropriations : 
Current year 
Previous year 


“Post Office Department, Governmental corporations and credit agencies 
Tennessee Valley Authority, and District of Columbia. 
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Expenditures : 
Estimated (ensuing year) 
Estimated (current year) 
Actual (previous year) 


The detailed estimates of appropriations and supporting sched- 
ules in Chapter V are based upon data submitted by the various 
administrative agencies. In this chapter appears the text of each 
appropriation item supported by a schedule of expenditures sim- 
ilar to Figure 1 on page 1095. The actual obligations as reported 
in the detailed schedules in Chapter V of the Budget are not 
reconciled with the cash figures relating to expenditures as ex- 
hibited in Chapters II and IV. 


Conclusion 


Such is a general outline of the accounting made to Congress, 
the Government’s board of directors. The nearest approach by 
Congress to a consideration of the accounting reports, such as is 
usually made by a board of directors of a corporation, is at the 
hearings which the Appropriations Committees hold upon the 
annual budget. At these hearings subcommittees of the appro- 
priations committees, sitting as a board of directors, receive both 
written and oral testimony from the heads of the various agencies 
regarding their activities. These hearings, however, usually cover 
the estimates for the ensuing year and the check-up on the last 
year’s transactions is more or less incidental to the consideration of 
the estimates for the future. Thus, while in some respects the or- 
ganization of the Government resembles that of a large corpora- 
tion and its accounting operations in many respects are similar to 
those of a corporation, there are several very great differences in 
actual procedures. One of these differences is that the Congress 
does not make the close check-up on past transactions nor does it 
receive a certificate of audit from its auditor relating to accuracy 
or completeness of the financial reports made to the Congress by 
the President, the Secretary of the Treasury, or the heads of the 
various agencies. The system would be more nearly complete if 
the independent auditor should be required to certify to the Con- 
gress concerning the accuracy of the accounts and reports and if a 
committee of the Congress should adopt a practice of bringing 


1122 


May 1, 1940 N. A. C. A. Bulletin 





before it all officers who are reported by the auditor as being re- 
sponsible for losses and inefficiency, or guilty of serious wrong- 
doing. 

Some of the procedures in the Government are doubtless in- 
herent in a governmental setup in that the objectives of the Gov- 
ernment’s operations and those of a business corporation are not 
identical. Also, some of the deficiencies are probably inher- 
ent because of the practical difficulties growing out of its size, 
ramifications, and geographical extensions. It will be apparent, 
however, that a wide field exists for study and research which 
undoubtedly would develop suggestions for beneficial revisions in 
the present accounting, reporting, and auditing system. 


ApPENDIX—EXxuupirt I 


GOVERNMENTAL AGENCIES 


Legislative Branch 
United States Senate 
House of Representatives 
Architect of the Capitol 
Botanic Garden 
Government Printing Office : 
Office of Superintendent of 
Documents 
Library of Congress 
Executive Office 
Office of the President 
Bureau of the Budget 
Office of Government Reports 
National Resources and Planning 
Board 


Independent Establishments 


American Battle Monuments Com- 
mission 

Board of Tax Appeals 

Civil Aeronautics Authority 

Civil Service Commission 

District of Columbia Alley Dwell- 
ing Authority 

Employees’ Compensation Commis- 


sion 

Federal Communications Commis- 
sion 

Federal Loan Agency : 

Electric Home and Farm Atu- 
thority 

Export-Import Bank of Wash- 
ington 


Federal Home Loan Bank Board 


Federal Housing Administration 
Federal Savings & Loan Insur- 
ance Corporation 
Home Owners’ Loan Corporation 
Reconstruction Finance Corpora- 
tion 
Federal Power Commission 
Federal Security Agency: 
Arserican Printing House for 
the Blind 
Civilian Conservation Corps 
National Youth Administration 
Office of Education 
Public Healh Service 
Social Security Board 
Federal Trade Commission 
Federal Works Agency : 
Public Buildings Administration 
Public Roads Administration 
Public Works Administration 
United States Housing Authority 
Work Projects Administration 
General Accounting Office 
Inter:tate Commerce Commission 
Maritime Labor Board 
National Advisory Committee for 
Aeronautics 
National Archives 
National Capital Park & Planning 
Commission 
National Labor Relations Board 
National Mediation Board 
Railroad Retirement Board 
Securities and Exchange Commis- 
sion 
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Smithsonian Institution 

Temporary National 
Committee 

Tennessee Valley Authority 

Thomas Jefferson Memorial Com- 
mission 

United States Maritime Commission 

Veterans’ Administration 
Department of Agriculture 

Office of the Secretary 

Office of the Solicitor 

Office of Information 

Library 

Office of Experiment Stations 

Extension Service 

Foreign Agricultural Service 

Weather Bureau 

Bureau of Animal Industry 

Bureau of Plant Industry 

Fore st Service 

Bureau of Agricultural Chemistry 
and Engineering 

Bureau of Entomology and 
Quarantine 

Bureau of Agricultural Economics 

Agricultural Marketing Service 

Bureau of Home Economics 

Food and Drug Administration 

Soil Conservation Service 

Sugar Division 


Economic 


Plant 


Federal Crop Insurance Corpora- 
tion 

Agricultural Adjustment Adminis- 
tration 


Farm Security Administration 
Rural Electrification Administration 
Farm Credit Administration 
Federal Farm Mortgage Corpora- 
tion 
Federal Surplus Commodities Cor- 
poration 
Commodity Credit Corporation 
Beltsville Research Center 
Department of Commerce 
Office of the Secretary 
Inland Waterways Corporation 
Bureau of Foreign and Domestic 
Commerce 
Bureau of the Census 
Bureau of Marine 
Navigation 
National Bureau of Standards 
Coast and Geodetic Survey 
Patent Office 
Department of the Interior 
Office of the Secretary 
Bituminous Coal Division 


Inspection & 


Commission of Fine Arts 

War Minerals Relief Commission 

Bonnevale Project 

General Land Office 

Bureau of Reclamation 

Geological Survey 

National Park Service 

Bureau of Biological Survey 

Bureau of Fisheries 

Government in the Territories 

Puerto Rico Reconstruction 
ministration 

Saint Elizabeth’s Hospital 

Columbia Institution for the Deaf 

Howard University 

Freedman’s Hospital 

Bureau of Indian Affairs 


Ad- 


Department of Justice 
Office of the Attorney General 
Federal Bureau of Investigation 
Bureau of Prisons 
Federal Prison Industries, 
porated 
United States Supreme Court 
Administrative Office of the U. S. 
Courts 


Incor- 


Department of Labor 
Office of the Secretary 
Bureau of Labor Statistics 
Immigration and Naturalization 
Service 
Children’s Bureau 
Women’s Bureau 
Wage and Hour Division 


Navy Department 

Office of the Secretary 
Hydrographic Office 
Naval Observatory 
Bureau of Navigation: 

Naval Academy 

Naval Home, Philadelphia, Pa. 
Bureau of Engineering 
Bureau of Construction and Repair 
sureau of Ordnance 
Bureau of Supplies and Accounts 
Bureau of Medicine and Surgery 
Bureau of Yards and Docks 
Bureau of Aeronautics 
Marine Corps 


Post Offie Department 
Office of the Postmaster General 
Office of Chief Inspector 
Office of the First Assistant 

Postmaster General 
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Office of the Second Assistant 
Postmaster General 
Office of the Third Assistant 
Postmaster General 
Office of the Fourth Assistant 
Postmaster General 


Department of State 


Office of the Secretary 
Foreign Service 


Treasury Department 


Office of the Secretary 

Division of Research and Statistics 

Office of General Counsel 

Office of Chief Clerk 

Custody of Departmental Buildings 

Division of Printing 

Office of Commissioner of Accounts 
and Deposits 

Public Debt Service 

Division of Appointments 

Bureau of Customs 

Office of the Treasurer of the U.S. 

Office of the Comptroller of the 
Currency 

Bureau of Internal Revenue 

U. S. Processing Tax Board of 
Review 

Federal Alcohol Administration 

Bureau of Narcotics 


Coast Guard 

Bureau of Engraving and Printing 

Secret Service Division 

3ureau of the Mint 

Procurement Division—Branch of 
Supply 


War Department 
Office of the Secretary 
General Staff Corps 
Adjutant General’s Department 
Finance Department 
Quartermaster Corps 
Signal Corps 
\ir Corps 
Medical Department 
Corps of Engineers 
Ordnance Department 
Chemical Warfare Service 
Chief of Infantry 
Chief of Cavalry 
Chief of Field Artillery 
Chief of Coast Artillery 
United States Military Academy 
National Guard 
Organized Reserves 
Citizens’ Military Training 
National Board for Promotion of 
Rifle Practice 
U. S. High Commissioner to the 
Philippine Islands 
Panama Canal 
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Program 


LADIES ENTERTAINMENT 


International Cost Conference 


St. Louis, Mo. — June 24, 25, 26 and 27 


MonpDaAy, JUNE 24 


A.M. Registration. 

Noon Hospitality Luncheon, Club Continental, Hotel Jefferson. 

P.M. Tour of Downtown St. Louis ending at Anheuser-Busch, 
Inc., Beer Hour. 

8:30 P.M. Presidents Reception, Gold Room, Hotel Jefferson. 


TUESDAY, JUNE 25 


Tour of Forest Park with stops at Zoo and Art Museum. 
Luncheon, Club Caprice, Coronado Hotel. 

Visit to Jefferson Memorial to see Lindbergh Trophies. 
Cocktail Hour, Hotel Jefferson. 

Municipal Opera, Forest Park. 


WEDNESDAY, JUNE 26 


Visit to Shaw Garden and tour of residential section via 
Washington University, St. Louis Country Club 
District and Ladue Village to Norwood Hills Country 
Club. 


Noon Luncheon at Norwood Hills Country Club, followed by 
bridge. Swimming and golf available. 


5 P.M. Cocktail Hour, Hotel Jefferson. 
6:30 P.M. Annual Banquet, Gold Room, Hotel Jefferson. 


THURSDAY, JUNE 27 


Trip to American Wine Co. 
Buffet Luncheon at Winery. 


Adjournment. 




















